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This thesis focuses on the topic of empirical asset pricing. Two main contributions are
made in the following ways: one is that we propose a test procedure on the conditional
CAPM，the other is that we propose a proxy for time-varying ambiguity and test the asset
pricing implications of this factor.
Chapter 2 develops a new test on the conditional CAPM. As a foundation of many suc-
cessful empirical asset pricing models, the conditional CAPM’s validity is controversial
in the finance literature. Lewellen and Nagel (2006) [1] found that the variation in betas
and in the equity premium would have to be implausibly large to explain important asset-
pricing anomalies. But they did not provide a rigorous test statistic. In order to fulfill the
main argument in Lewellen and Nagel (2006) [1], we construct a new statistic and provide
a testing procedure with good finite sample performance. Both simulations and empirical
studies show that our test is necessary for making correct inferences with the conditional
CAPM.
Chapter 3 of separates ambiguity premium from risk premium using a Multiplier Pref-
erence utility function proposed by Hansen and Sargent (2007) [2]. The investor forms a
set of belief around the reference model within a entropy ball. The pricing kernel with
ambiguity aversion agents is the same as the one with non-ambiguity aversion agents with
distorted belief. Then we employ empirical likelihood method to estimate the distorted
belief and define the square root of the relative entropy between the distorted belief and
the real probability as a proxy for ambiguity. Hence we can separate the ambiguity and
risk from asset prices.
We then form a scaling factors model with the ambiguity factor . Empirical evidence based
on the true U.S. stock market data from 1931 to 2012 shows the ambiguity scaled CAPM















carry a significant positive premium. Ambiguity factor is a new factor different fromFama-
French 3 factors. Formal test based on Kan et al. (2013) [3] suggests that the ambiguity
factor carries significant incremental explanatory power.
At last, we provide some possible extension of our research and possible future research
projects.
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